
AI has reduced the barriers to
bootstrapping - will VCs now get
the boot?
Venture capital (VC) has served as the lifeblood of the startup
ecosystem, providing the necessary funds for young companies to
grow and scale. Unlike institutional investors, VCs are often more
willing to take on high-risk investments, such as tech startups,
providing the vital funds these companies need to hire staff,
develop products, and market to customers.

Temps de lecture : minute

21 June 2024

Of course, financial support always comes with a price. Unsurprisingly,
startups looking to secure VC financing are often forced to give up a
larger share of their company equity compared to other funding sources.
For many startup owners, this has been a largely unavoidable
consequence. In fact, for those unable to bootstrap, it is now considered a
standard part of getting a startup to market.

The changing picture
However, the rapid advancement and integration of artificial intelligence
(AI) into the startup ecosystem is beginning to rewrite the rules of
business scalability and investment. The technology is helping startup
companies streamline their operations and reduce the need for large
teams. As the necessity for large-scale investments diminishes, many
startups are beginning to reconsider the traditional path of seeking VC
funding. 



Thanks to AI technologies, startup companies can now achieve significant
milestones with minimal personnel. Whereas traditionally, they would
have required substantial teams and significant external funding to
achieve a minimum viable product (MVP) and find product-market fit
(PMF), they can now leverage powerful AI technologies to reach these
goals with as few as one to five team members. 

The rise of AI in startups
While AI technologies have been around for some time, the rapid growth
of accessible, user-friendly solutions in recent years has given startups
powerful new tools to support their development. Whether utilising
chatbots and virtual assistants to handle customer service inquiries or
leveraging AI-driven analytics and marketing platforms, startups can now
have virtual systems handle tasks that previously required human
intervention. 

Perhaps the technology’s most notable impact is on software
development. For the first time, developers can rely on AI tools to assist
them in their work, helping to improve productivity and reducing the time
required to develop and deploy new features across a platform. For tech
startups, this unlocks incredible new efficiencies and dramatically reduces
the time and costs of bringing solutions to market.

The seed strapping revolution
The advent of AI is giving rise to "seed strapping," where startups raise
early rounds of funding but quickly become cash flow positive due to AI-
driven efficiencies. This model enables startups to minimise their reliance
on large teams and extensive external funding by leveraging AI tools for
customer service, marketing, and product development. As a result, they
achieve profitability faster and can self-fund further growth, preserving
equity and operational independence.



Seed strapping offers a compelling alternative to traditional VC funding,
allowing startups to maintain greater control over their business. By
achieving early profitability, these companies can avoid the dilution that
comes with multiple funding rounds. This approach not only aligns with
the desires of many founders for autonomy but also represents a
significant shift in the startup funding landscape, potentially reducing the
dominance of traditional VC firms.

Boost to bootstrap
Implementing AI within startup businesses is set to create ripple effects
across the traditional VC funding model. The shift could result in more
startups opting to bootstrap, a process where they self-fund their
development. Bootstrapped startups maintain greater autonomy, allowing
companies to retain equity, preserve operational independence, and focus
on sustainable growth.

Bootstrapping aligns with the desires of many startup founders, providing
the control they seek over their business. Historically, most have avoided
this funding approach because it was prohibitively expensive. However,
the rise of AI-driven efficiencies and the resulting reduction in the need
for large-scale investments remove this barrier. It could be a turning point
for both startups and VC companies.

The impact on VCs
VCs must now find a way to respond to this shift to preserve the
relevance of their role in the startup landscape. Leading VC companies
already market themselves on delivering added value outside of just
capital; now it’s time for others in the field to follow suit. The need to
provide support and guidance beyond funding is more crucial than ever
and will play a big role in the sector's future. 



At the same time, it’s important to acknowledge that not every startup
will get the same value from AI. Some companies benefit from technology
more than others, and there remain areas of business where it has a
minimal impact. Here, the role of VC funding is unlikely to change. As
such, we may see a migration in VC funding away from sectors deeply
impacted by this innovation and towards those that aren’t. 

Navigating a new path
As startups increasingly turn to AI, the traditional VC model faces
unprecedented challenges and must evolve to stay relevant. As the
technology continues to democratise access to essential business tools,
the barrier to entry for new ventures lowers, potentially leading to a surge
in entrepreneurial activity and diversity. This shift could foster a more
competitive and innovative market where success is determined by
factors other than access to capital. 

Integrating AI into startup development ultimately represents a significant
shift with far-reaching consequences. The VC industry must adapt to this
new reality or risk being sidelined in a rapidly evolving landscape. More
than ever, the interaction between AI, bootstrapping, and venture capital
seems certain to shape the future of innovation and entrepreneurship in
ways we are only beginning to understand. 
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